Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Message Text 


UNCLASSIFIED 

PAGE 01 COLOMB 03206 311124Z 
ACTION NEA-10 

INFO OCT-01 ISO-OO SP-02 USIA-15 AID-05 EB-08 NSC-05 
TRSE-00 SS-15 STR-04 OMB-01 CEA-01 CIAE-00 
COME-OO FRB-01 INR-07 NSAE-00 XMB-04 OPIC-06 
LAB-04 SIL-01 PA-02 PRS-01 /093 W 

127615 311155Z/41 

P R 311 100Z AUG 1, 

FM AMEMBASSY COLOMBO 
TO SECSTATE WASHDC PRIORITY 8043 
INFO AMEMBASSY NEW DELHI 

UNCLAS COLOMBO 3206 
NEW DELHI FOR FINATT 

E.O. 11652: N/A 
TAGS: EFIN, CE 

SUBJ: CENTRAL BANK RAISES DISCOUNT RATE 
REF: COLOMBO 0341 

1 . CENTRAL BANK DEPUTY GOVERNOR, DR. W. TILAKARATNA, ANNOUNCED 
AUGUST 31 THATTHE BANK'S DISCOUNT RATE WAS BEING RAISED FROM 

8.5 PERCENT TO 10.0 PERCENT. THE RATE WAS LAST INCREASED (FROM 

6.5 TO 8.5 PERCENT) LAST JANUARY (REFTEL). 

2. ACCORDING TO A PRESS STATEMENT ISSUED BY DR. TILAKARATNA, 

THIS MOVE WAS TAKEN TO REDUCE THE MONEY SUPPLY WHICH HAS IN- 
CREASED 60 PERCENT OVER THE PAST 18 TO 20 MONTHS. IN ADDITION. 
COMMERICAL BANKS WILL BE LIMITED IN HOW MUCH THEY CAN BORROW 
AT THE NEW RATE; ADDITIONAL BORROWINGS WILL INCUR AN EVEN 
HIGHER (BUT UNSPECIFIED) INTEREST RATE. IT IS EXPECTED THAT 

THE HIGHER DIXSOUNT RATES WILL PUSH UP COMMERICAL BANK IN- 
TEREST RATES WHICH SHOULD HELP TO MOBILIZE SAVINGS AND TO DIS- 
COURAGE CONSUMPTION. 

UNCLASSIFIED 

UNCLASSIFIED 

PAGE 02 COLOMB 03206 311124Z 

3. DR. TILAKARATNA TOLD EMBOFF THAT THE HIGHER PENALTY RATE 
WILL BE 15 PERCENT. THE APPLICATION OF THIS HIGHER RATE WILL 
BE BASED ON EACH COMMERICAL BANK'S REPORT TO CENTRAL BANK 
FINANCING AS MEASURED BY A PERCENTAGE OF SELECTED ASSETS. 

4. THE EMBASSY WILL REPORT FURTHER AS MORE DETAILS OF THE 
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CENTRAL BANK'S TIGHTER CREDIT POLICY BECOMES KNOWN. 
WRIGGINS 


UNCLASSIFIED 


NNN 


*** Current Handling Restrictions *** n/a 
*** Current Classification *** UNCLASSIFIED 
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